The Cafeteria

A friend of yours, Carolyn, is the director of food services for a large city school
system. She is in charge of hundreds of schools, and hundreds of thousands of kids eat in
her cafeterias every day. Carolyn has formal training in nutrition (a master’s degree from
the state university), and she is a creative type who likes to think about things in
nontraditional ways.

One evening, over a good bottle of wine, she and her friend Adam, a statistically
oriented management consultant who has worked with supermarket chains, hatched an
interesting idea. Without changing any menus, they would run some experiments in her
schools to determine whether the way the food is displayed and arranged might influence
the choices kids make. Carolyn gave the directors of dozens of school cafeterias specific
instructions on how to display the food choices. In some schools the desserts were placed
first, in others last, in still others in a separate line. The location of various food items
was varied from one school to another. In some schools the French fries, but in others
the carrot sticks, were at eye level.

From his experience in designing supermarket floor plans, Adam suspected that
the results would be dramatic. He was right. Simply by rearranging the cafeteria,
Carolyn was able to increase or decrease the consumption of many food items by as
much as 25 percent. Carolyn learned a big lesson: school children, like adults, can be
greatly influenced by small changes in the context. The influence can be exercised for
better or for worse. For example, Carolyn knows that she can increase consumption of
healthy foods and decrease consumption of unhealthy ones.

With hundreds of schools to work with, and a team of graduate student volunteers
recruited to collect and analyze the data, Carolyn believes that she now has considerable
power to influence what kids eat. Carolyn is pondering what to do with her newfound
power. Here are some suggestions she has received from her usually sincere but
occasionally mischievous triends and coworkers:

1. Arrange the food to make the students best off, all things considered.

Choose the food order at random.

Try to arrange the food to get the kids to pick the same foods they would choose on

their own.

4. Maximize the sales of the items from the suppliers that are willing to offer the
largest bribes.

5. Maximize profits, period.

Option 1 has obvious appeal, yet it does seem a bit intrusive, even paternalistic.

But the alternatives are worse! Option 2, arranging the food at random, could be
considered fair-minded and principled, and it is in one sense neutral. But if the orders are
randomized across schools, then the children at some schools will have less healthy diets
than those at other schools. Is this desirable? Should Carolyn choose that kind of
neutrality, if she can easily make most students better off, in part by improving their
health?

Option 3 might seem to be an honorable attempt to avoid intrusion: try to mimic
what the children would choose for themselves. Maybe that is really the neutral choice,
and maybe Carolyn should neutrally follow people’s wishes (at least where she is dealing
with older students). But a little thought reveals that this is a difficult option to
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implement. Adam’s experiment proves that what kids choose depends on the order in
which the items are displayed. What, then, are the true preferences of the children?
What does it mean to say that Carolyn should try to figure out what the students would
choose “on their own™? In a cafeteria, it is impossible to avoid some way of organizing
food.

Option 4 might appeal to a corrupt person in Carolyn’s job, and manipulating the
order of the food items would put yet another weapon in arsenal of available methods to
exploit power. But Carolyn is honorable and honest, so she does not give this option any
thought. Like Options 2 and 3, Option 5 has some appeal, especially if Carolyn thinks
that the best cafeteria is the one that makes the most money. But should Carolyn really
try to maximize profits if the result is to make children less healthy, especially since she
works for the school district?

Carolyn is what we will be calling a choice architect. A choice architect has the
responsibility for organizing the context in which people make decisions. Although
Carolyn is a figment of our imagination, many real people turn out to be choice
architects, most without realizing it. If you design the ballot voters use to choose
candidates, you are a choice architect. If you are a doctor and must describe the
alternative treatments available to a patient, you are a choice architect. If you design the
form that new employees fill out to enroll in the company health care plan, you are a
choice architect. If you are a parent, describing possible educational options to your son
or daughter, you are a choice architect. If you are a salesperson, you are a choice
architect (but you already knew that).

There are many parallels between choice architecture and more traditional forms of
architecture. A crucial parallel is that there is no such thing as a “neutral” design.
Consider the job of designing a new academic building. The architect is given some
requirements. There must be room for 120 offices, 8 classrooms, 12 student meeting
rooms, and so forth. The building must sit on a specified site. Hundreds of other
constraints will be imposed — some legal, some aesthetic, some practical. In the end, the
architect must come up with an actual building with doors, stairs, windows, and hallways.
As good architects know, seemingly arbitrary decisions, such as where to locate the
bathrooms, will have subtle influences on how the people who use the building interact.
Every trip to the bathroom creates an opportunity to run into colleagues (for better or for
worse). A good building is not merely attractive; it also “works.”

As we shall see, small and apparently insignificant details can have major impacts
on people’s behavior. A good rule of thumb is to assume that “everything matters.” In
many cases, the power of these small details comes from focusing the attention ot users
in a particular direction. A wondertful example of this principle comes from, of all places,
the men’s rooms at Schiphol Airport in Amsterdam. There the authorities have etched
the image of a black housefly into each urinal. It seems that men usually do not pay
much attention to where they aim, which can create a bit of a mess, but if they see a
target, attention and therefore accuracy are much increased. According to the man who
came up with the idea, it works wonders. “It improves the aim,” says Aad Kieboom. “If
a man sees a fly, he aims at it. “Kieboom, an economist, directs Schiphol’s buildings

expansion. His staff conducted fly-in-urinal trials and found that etchings reduce spillage
by 80 percent.

(S



The insight that “everything matters” can be both paralyzing and empowering.
Good architects realize that although they can’t build the perfect building, they can make
some design choices that will have beneficial etfects. Open stairwells, for example, may
produce more workplace interaction and more walking, and both of these are probably
desirable. And just a building architect must eventually build some particular building, a
choice architect like Carolyn must choose a particular arrangement of the food options at
lunch, and by so doing she can influence what people eat. She can nudge.

Libertarian Paternalism

If, all things considered, you think that Carolyn should take the opportunity to
nudge the kids toward food that is better for them, Option 1, then we welcome you to our
new movement: /ibertarian paternalism. We are keenly aware that this term is not one
that readers will find immediately endearing. Both words are somewhat off-putting,
weighted down by stereotypes from popular culture and politics that make them
unappealing to many. Even worse, the concepts seem to be contradictory. Why combine
two reviled and contradictory concepts? We argue that if the terms are properly
understood, both concepts reflect common sense — and they are far more attractive
together than alone. The problem with the terms is that they have been captured by
dogmatists.

The libertarian aspect of our strategies lies in the straightforward insistence that, in
general, people should be free to do what they like — and to opt out of undesirable
arrangements if they want to do so. To borrow a phrase from the late Milton Friedman,
libertarian paternalists urge that people should be “free to choose.” When we use the
term /ibertarian to modify the word paternalism, we simply mean liberty-preserving.
And when we say liberty-preserving, we really mean it. Libertarian paternalists want to
make it easy for people to go their own way; they do not want to burden those who want
to exercise their freedom.

The paternalistic aspect lies in the claim that it is legitimate for choice architects to
try to influence people’s behavior in order to make their lives longer, healthier, and
better. In other words, we argue for self-conscious efforts, by institutions in the private
sector and also by government, to steer people’s choices in directions that will improve
their lives. In our understanding, a policy is “paternalistic” if it tries to influence choices
in a way that will make choosers better off, as judged by themselves. Drawing on some
well-established finding in social science, we show that in many cases, individuals make
pretty bad decisions — decisions they would not have made if they had paid full attention
and possessed complete information, unlimited cognitive abilities, and complete self-
control.

Libertarian paternalism is a relatively weak, soft, and nonintrusive type of
paternalism because choices are not blocked, fenced off, or significantly burdened. If
people want to smoke cigarettes, to eat a lot of candy, to choose an unsuitable health care
plan, or to fail to save for retirement, libertarian paternalists will not force them to do
otherwise — or even make things hard for them. Still, the approach we recommend does
count as paternalistic, because private and public choice architects are not merely trying
to track or to implement people’s anticipated choices. Rather, they are self-consciously
attempting to move people in directions that will make their lives better. They nudge.
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A nudge, as we will use the term, is any aspect of the choice architecture that
alters people’s behavior in a predictable way without forbidding any options or
significantly changing their economic incentives. To count as a mere nudge, the
intervention must be easy and cheap to avoid. Nudges are not mandates. Putting the fruit
at eye level counts as a nudge. Banning junk food does not.

Many of the policies we recommend can and have been implemented by the private
sector (with or without a nudge from the government). Employers, for example, are
important choice architects in many of the examples we discuss in this book. In areas
involving health care and retirement plans, we think that employers can give employees
some helpful nudges. Private companies that want to make money, and to do good, can
even benefit from environmental nudges, helping to reduce air pollution (and the
emission of greenhouse gas). But as we shall show, the same points that justify
libertarian paternalism on the part of private institutions apply to government as well.

Humans and Econs: Why Nudges Can Help

Those who reject paternalism often claim that human beings do a terrific job of
making choices, and if not terrific, certainly better than anyone else would do (especially
if that someone else works for the government). Whether or not they have ever studied
economics, many people seem at least implicitly committed to the idea of homo
economicus, or economic man — the notion that each of us thinks and chooses unfailingly
well, and thus fits within the textbook picture of human beings offered by economists.

If you look at economics textbooks, you will learn that homo economicus can think
like Albert Einstein, store as much memory as [BM’s Big Blue, and exercise the
willpower of Mahatma Gandhi. Really. But the folks that we know are not like that.
Real people have trouble with long division if they don’t have a calculator, sometimes
forget their spouse’s birthday, and have a hangover on New Year’s Day. They are not
homo economicus; they are homo sapiens. To keep our Latin usage to a minimum we
will hereatter refer to these imaginary and real species as Econs and Humans.

Consider the issue of obesity. Rates of obesity in the United States are now
approaching 20 percent, and more than 60 percent of Americans are considered either
obese or overweight. There is overwhelming evidence that obesity increases risks of
heart disease and diabetes, frequently leading to premature death. It would be quite
fantastic to suggest that everyone is choosing the right diet, or a diet that is preferable to
what might be produced with a few nudges.

Of course, sensible people care about the taste of food, not simply about health, and
eating is a source of pleasure in and of itself. We do not claim that everyone who is
overweight is necessarily failing to act rationally, but we do reject the claim that all of
almost all Americans are choosing their diet optimally. What is true for diets is true for
other risk-related behavior, including smoking and drinking, which produce more than
five hundred thousand premature deaths each year. With respect to diet, smoking, and
drinking, people’s current choices cannot reasonably be claimed to be the best means of
promoting their well-being. Indeed, many smokers, drinkers, and overeaters are willing
to pay third parties to help them make better decisions.



But our basic source of information here is the emerging science of choice,
consisting of careful research by social scientists over the past four decades. That
research has raised serious questions about the rationality of many judgments and
decisions that people make. To qualify as Econs, people are not required to make perfect
forecasts (that would require omniscience), but they are required to make unbiased
forecasts. That is, the forecasts can be wrong, but they can’t be systematically wrong in a
predictable direction. Unlike Econs, Humans predictably err. Take, for example, the
“planning fallacy” — the systematic tendency toward unrealistic optimism about the time
it takes to complete projects. It will come as no surprise to anyone who has ever hired a
contractor to learn that everything takes longer than you think, even if you know about
the planning fallacy.

Hundreds of studies confirm that human forecasts are flawed and biased. Human
decision making is not so great either. Again to take just one example, consider what is
called the “status quo bias,” a fancy name for inertia. For a host of reasons, which we
shall explore, people have a strong tendency to go along with the status quo or default
option.

When you get a new cell phone, for example, you have a series of choices to make.
The fancier the phone, the more of these choices you face, from the background to the
ring sound to the number of times the phone rings before the caller is sent to voice mail.
The manufacturer has picked on option as the default for each of these choices. Research
shows that whatever the default choices are, many people stick with them, even when the
stakes are much higher than choosing the noise your phone makes when it rings.

Two important lessons can be drawn from this research. First, never underestimate
the power of inertia. Second, that power can be harnessed. If private companies or pubic
officials think that one policy produces better outcomes, they can greatly influence the
outcome by choosing it as the default. As we will show; setting detault options, and
other similar seemingly trivial menu-changing strategies, can have huge effects on
outcomes, from increasing savings to improving health care to providing organs for
lifesaving transplant operation.

The effects of well-chosen default options provide just one illustration of the gentle
power of nudges. In accordance with our definition, a nudge is any factor that
signiticantly alters the behavior ot Humans, even though it would be ignored by Econs.
Econs respond primarily to incentives. If the government taxes candy, they will buy less
candy, but they are not influenced by such “irrelevant” factors as the order in which
options are displayed. Humans respond to incentives too, but they are also influenced by
nudges. By properly deploying both incentives and nudges, we can improve our ability
to improve people’s lives, and help solve many of society’s major problems. And we can
do so while still insisting on everyone’s treedom to choose.

A False Assumption and Two Misconceptions

Many people who favor freedom of choice reject any kind of paternalism. They
want the government to let citizens choose for themselves. The standard policy advice
that stems from this way of thinking is to give people as many choices as possible, and
then let them choose the one they like best (with as little government intervention or
nudging as possible). The beauty ot this way ot thinking is that it offers a simple solution




to many complex problems: Just Maximize (the number and variety of) choices — full
stop! The policy has been pushed in many domains, from education to prescription drug
insurance plans. In some circles, Just Maximize Choices has become a policy mantra.
Sometimes the only alternative to this mantra is thought to be a government mandate
which is derided as “One Size Fits All.” Those who favor Just Maximize Choices don’t
realize there is plenty of room between their policy and a single mandate. They oppose
paternalism, or think they do, and they are skeptical about nudes. We believe that their
skepticism is based on a false assumption and two misconceptions.

The false assumption is that almost all people, almost all of the time, make choices
that are in their best interest or at the very least are better than the choices that would be
made by someone else. We claim that this assumption is false — indeed, obviously false.
In fact, we do not think that anyone believes it on reflection.

Suppose that a chess novice were to play against an experienced player.
Predictably, the novice would lose precisely because he made inferior choices — choices
that could easily be improved by some helpful hints. In many areas, ordinary consumers
are novices, interacting in a world inhabited by experienced professionals trying to sell
them things. More generally, how well people choose is an empirical question, one
whose answer is likely to vary across domains. It seems reasonable to say that people
make good choices in contexts in which they have experience, good information, and
prompt feedback — say, choosing among ice cream flavors. People know whether they
like chocolate, vanilla, cotfee, licorice, or something else. They do less well in contexts
in which they are inexperienced and poorly informed, and in which feedback is slow or
infrequent — say, in choosing between fruit and ice cream (where the long-term effects
are slow and feedback is poor) or in choosing among medical treatments on investment
options. If you are given fifty prescription drug plans, with multiple and varying
features, you might benefit from a little help. So long as people are not choosing
perfectly, some changes in the choice architecture could make their lives go better (as
judged by their own preferences, not those of some bureaucrat). As we will try to show,
it is not only possible to design choice architecture to make people better off; in many
cases it is easy to do so.

The first misconception is that it is possible to avoid influencing people’s choices.
In many situations, some organizations or agent must make a choice that will affect the
behavior of some other people. There is, in those situations, no way of avoiding nudging
in some direction, and whether intended or not, these nudges will affect what people
choose. As illustrated by the example of Carolyn’s cafeterias, people’s choices are
pervasively intluenced by the design elements selected by choice architects. It is true, of
course, that some nudges are unintentional; employers must decide (say) whether to pay
employees monthly or biweekly without intending to create any kind of nudge, but they
might be surprised to discover that people save more if they get paid biweekly because
twice a year they get three checks in one month. It is also true that private and public
institutions can strive for one or another kind of neutrality — as, for example, by choosing
randomly, or by trying to figure out what most people want. But unintentional nudges
can have major effects, and in some contexts, these forms of neutrality are unattractive;
we shall encounter many examples.



Some people will happily accept this point for private institutions but strenuously
object to government efforts to influence choice with the goal of improving people’s
lives. They worry that governments cannot be trusted to be competent or benign. They
fear that elected officials and bureaucrats will place their own interests first, or pay
attention to the narrow goals of self-interested private groups. We share these concerns.
In particular, we emphatically agree that for government, the risks of mistakes, bias, and
overreaching are real and sometimes serious. We favor nudges over commands,
requirements, and prohibitions in part for that reason. But governments, no less than
cafeterias (which governments frequently run), have to provide starting points of one or
another kind. This is not avoidable. As we shall emphasize, they do so every day
through the rules they set, in ways that inevitably affect some choices and outcomes. In
this respect, the antinudge position is unhelpful — a literal nonstarter.

The second misconception is that paternalism always involves coercion. In the
cafeteria example, the choice ot the order in which to present food items does not force a
particular diet on anyone, yet Carolyn, and others in her position, might select some
arrangement of food on grounds that are paternalistic in the sense that we use the term.
Would anyone object to putting the fruit and salad before the desserts at an elementary
school cafeteria if the result were to induce kids to eat more apples and fewer Twinkies?
[s this question fundamentally different if the customers are teenagers, or even adults?
Since no coercion is involved, we think that some types of paternalism should be
acceptable even to those who most embrace tfreedom of choice.

In domains as varied as savings, organ donations, marriage, and health care, we will
offer specific suggestions in keeping with our general approach. And by insisting that
choices remain unrestricted, we think that the risks of inept or even corrupt designs are
reduced. Freedom to choose is the best sateguard against bad choice architecture.

Choice Architecture in Action

Choice architects can make major improvements to the lives of others by designing
user-friendly environments. Many of the most successtul companies have helped people,
or succeeded in the marketplace, for exactly that reason. Sometimes the choice
architecture is highly visible, and consumers and employers are much pleased by it. (The
iPod and the iPhone are good examples because not only are they elegantly styled, but it
is also easy for the user to get the devices to do what they want.) Sometimes the
architecture is taken tfor granted and could benefit from some careful attention.

Consider an illustration from our own employer, the University of Chicago. The
university, like many large employers, has an “open enrollment” period every November,
when employees are allowed to revise the selections they have made about such benefits
as health insurance and retirement savings. Employees are required to make their choices
online. (Public computers are available for those who would otherwise not have Internet
access.) Employees receive, by mail, a package of materials explaining the choices they
have and instructions on how to log on to make these choices. Employees also receive
both paper and email reminders.

Because employees are human, some neglect to log on, so it is crucial to decide
what the default options are tor these busy and absent-minded employees. To simplify,
suppose there are two alternatives to consider: those who make no active choice can be




given the same choice they made the previous year, or their choice can be set back to
“zero.” Suppose that last year an employee, Janet, contributed one thousand dollars to
her retirement plan. If Janet makes no active choice for the new year, one alternative
would be to default her to a one thousand-dollar contribution; another would be to default
her to zero contribution. Call these the “status quo™ and “back to zero” options. How
should the choice architect choose between these defaults?

Libertarian paternalists would like to set the default by asking what reflective
employees in Janet’s position would actually want. Although this principle may not
always lead to a clear choice, it is certainly better than choosing the default at random, or
making either “status quo” or “back to zero” the default for everything. For example, it is
a good guess that most employees would not want to cancel their heavily subsidized
health insurance. So for health insurance the status quo default (same plan as last year)
seems strongly preferred to the back to zero default (which would mean going without
health insurance).

Compare this to the employee’s “flexible spending account,” in which an employee
sets aside money each month that can be used to pay for certain expenditures might vary
greatly from one year to the next (for example, child care expenses go down when a child
enters school). In this case, the zero default probably makes more sense than the status
quo.

This problem is not merely hypothetical. We once had a meeting with three of the
top administrative officers of the university to discuss similar issues, and the meeting
happened to take place on the final day of the employees’ open enrollment period. We
mentioned this and asked whether the administrators had remembered to meet the
deadline. One said that he was planning on doing it later that day and was glad tor the
reminder. Another admitted to having forgotten, and the third said that he was hoping
that his wife had remembered to do it! The group then turned to the question of what the
default should be for a supplementary salary reduction program (a tax-sheltered savings
program). To that point, the default had been the “back to zero” option. But since
contributions to this program could be stopped at any time, the group unanimously agreed
that it would be better to switch to the status quo “same as last year” default. We are
confident that many absent-minded professors will have more comtortable retirements as
a result.

This example illustrates some basic principles of good choice architecture.
Choosers are human, so designers should make life as easy as possible. Send reminders,
and then try to minimize the costs imposed on those who, despite your (and their) best
efforts, space out. As we will see, these principles (and many more) can be applied in
both the private and public sectors, and there is much room for going beyond what is now
being done.

A New Path

We shall have a great deal to say about private nudges. But many of the most
important applications of libertarian paternalism are for government, and we will offer a
number of recommendations for public policy and law. Our hope is that that those
recommendations for public policy and law. Our hope is that those recommendations
might appeal to both sides of the political divide. Indeed, we believe that the policies



suggested by libertarian paternalism can be embraced by Republicans and Democrats
alike. A central reason is that many of those policies cost little or nothing; they impose
no burden on taxpayers at all.

Many Republicans are now seeking to go beyond simple opposition to government
action. As the experience with Hurricane Katrina showed, government is often required
to act, for it is the only means by which the necessary resources can be mustered,
organized, and deployed. Republicans want to make people’s lives better; they are
simply skeptical, and legitimately so about eliminating people’s options.

For their part, many Democrats are willing to abandon their enthusiasm for
aggressive government planning. Sensible Democrats certainly hope that public
institutions can improve people’s lives. But in many domains, Democrats have come to
agree that freedom of choice is a good and even indispensable foundation for public
policy. There is a real basis here for crossing partisan divides.

Libertarian paternalism, we think, is a promising foundation for bipartisanship. In
many domains, including environmental protection, family law, and school choice, we
will be arguing that better governance requires less in the way of government coercion
and constraint, and more in the way of freedom to choose. Ifincentives and nudges
replace requirements and bans, government will be both smaller and more modest. So, to
be clear: we are not for bigger government, just for better governance.

Actually we have evidence that our optimism (which we admit may be a bias) is
more than just rosy thinking. Libertarian paternalism with respect to savings, discussed
in Chapter 6, has received enthusiastic and widespread bipartisan support in Congress,
including from current and former conservative Republican senators such as Robert
Bennett (Utah) and Rick Santorum (Pa.) and liberal Democrats such as Rahm Emanuel of
[llinois. In 2006 some of the key ideas were quietly enacted into law. The new law will
help many Americans have more comfortable retirements but costs essentially nothing in
taxpayer dollars.

In short, libertarian paternalism is neither left nor right, neither Democratic nor
Republican. In many areas, the most thoughtful Democrats are going beyond their
enthusiasm for choice-eliminating programs. [n many areas, the most thoughttul
Democrats are going beyond their enthusiasm for choice-eliminating programs. [n many
areas, the most thoughtful Republicans are abandoning their knee-jerk opposition to
constructive governmental initiatives. For all their differences, we hope that both sides
might be willing to converge in support of some gentle nudges.
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